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A preliminary report by the UN's Economic Commission for Latin America and the Caribbean
(ECLAC) indicates that the Costa Rican economic picture was bleak in 1995, with sluggish growth, a
fiscal deficit that is still too high, continued high inflation, and increased unemployment. However,
more recent government statistics showed surprising gains in at least one area the current account
balance, which registered a surplus for the first time in decades. The economy grew in 1995 by a
meager 2.5%, down from the 1994 figure of 4.3%. It was the lowest performance since 1991. The
per capita share of GDP was up by just 0.2%, compared with a 1.9% gain in 1994 and a 4.6% gain
registered in 1992.
A report by Planning Minister Leonardo Garnier shows a somewhat greater improvement than
does ECLAC, with the per capita share rising by 0.4% Inflation for the year was 24.9%, according
to ECLAC, though the government reported only 22.6% at year-end. Both estimates, however,
show a considerable increase over the 1994 inflation rate of 19.9%. At the beginning of last year, the
government projected a rate of no more than 18%, but an increase in the value-added tax (impuesto
al valor agregado, IVA) from 10% to 15%, a new 1% tax on business assets, and a wave of price hikes
in gasoline and basic services made the original goal unreachable (see NotiSur, 09/14/95).
Both last year's inflation target and the 10% maximum projected for 1996 were part of firm
commitments the government made in a letter of intent to the International Monetary Fund (IMF)
in September 1995. In that letter, President Jose Maria Figueres committed his administration to
a number of austerity measures to get IMF emergency standby loans to support a restructuring
of the economy (see NotiSur, 09/28/95). Ironically, the tax increases and the higher charges
for government-supplied services, which helped fuel inflation, were made necessary by the
administration's promise to bring down the fiscal deficit. Another round of price increases in water,
electricity, telephone service, and such basic commodities as rice, eggs, and poultry will take effect
during the first few weeks of 1996.
However, economic planners say these increases will not drive inflation higher than the 10% target.
The IMF and other multilateral lenders have made slashing the fiscal deficit one of the central
goals in Costa Rica's economic plan. The fiscal deficit for 1995 did not drop to the 3.5% of GDP
that the Figueres administration had promised in its September letter of intent. Nevertheless,
ECLAC's figures, based on current price levels, show a deficit of 4.3% of GDP, a considerable
improvement over the 1994 level of 6.5%. In fact, calculations by the government and multilateral
lenders which sharply contrast with ECLAC's estimates on the fiscal deficit show that the deficit
dropped dramatically last year. The government and the IMF calculate the 1994 deficit at 8.2% of
GDP, which, if accurate, would mean that austerity measures last year nearly halved the deficit as a
percentage of GDP during 1995.
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The goal for 1996 is to bring the deficit down to 0.5% of GDP. The economic performance fell short of
most of the projected goals except in the area of trade. A major element in the IMF prescription for
restructuring the economy is to develop a more dynamic and diversified export sector. There were
indications at the close of 1995 that trade indeed was beginning to shift to export of nontraditional
goods and, surprisingly, that it may have earned a surplus. According to ECLAC's preliminary
statistics, which were compiled before the end of the year, the balance on the current account was
a negative US$270 million last year, largely caused by a trade imbalance of US$565 million. Still,
the current account shows a vast improvement over the US$515 million deficit in 1994. However,
government figures tell a different story.
A year-end report by the Center for Promotion of Exports shows a US$165 million current account
surplus, based on the combined income from trade and tourism of US$3.428 billion against imports
of $3.263 billion. If these calculations are correct, this would be Costa Rica's first trade surplus
recorded since 1934. Although the Central Bank estimates that there is still a small trade deficit,
economists expect that the final figures will show, at worst, little or no deficit on the current account.
Buoyed by the figures, Foreign Trade Minister Jose Rossi foresees US$4 billion worth of exports in
1996 and US$5 billion by the year 2000.
The higher-than-expected export earnings can be attributed to higher world coffee prices, a
9% increase in banana exports, and a 12% increase in exported industrial goods. Because the
current account figures, as compiled by the government, include income generated by tourism,
the relatively modest 6% increase in that sector's earnings in 1995 over the previous boom years
is worrisome to economic planners. Still, at US$661 million, tourism was still the biggest earner of
foreign exchange last year. Tariff policy may also have helped the trade balance in 1995 as Costa
Rica temporarily turned to the tariff for revenue. In March, the Figueres administration increased
rates on both raw materials and finished goods by eight percentage points when the legislature
delayed approval of new taxes that were aimed at cutting the fiscal deficit (see NotiSur, 05/25/95).
In January 1996, the administration began to lower tariffs once again, but only by two percentage
points. It remains to be seen what effect lowered tariffs will have on imports and the trade balance
in 1996. Indicating that the export sector has achieved a degree of diversification, nontraditional
exports such as clothing and processed foods accounted for 40% of the current account credits while
traditional goods such as coffee, bananas, and sugar accounted for only 33%. The increase in exports
suggests that the administration's slow-motion currency devaluation policy had apparently not left
the colon dangerously overvalued as many exporters had insisted.
The exchange rate at year-end was about 195 colones per US$1.00. The colon has been undergoing
a controlled devaluation since 1984, with the total reduction in value against the dollar averaging
about 18% per year. The current rate of slippage is 0.13 colones per day. Central Bank policy is
to maintain the real rate of exchange adjusted for inflation at the level it was in 1992, when the
currency was considered at equilibrium. A Central Bank official said in December that the real
exchange rate was still overvalued somewhat and that the Bank might permit a greater slippage
against the dollar in 1996. Along with controlled devaluation, the Central Bank attempted in 1995
to push interest rates down and stimulate economic growth. Interest rates remained high in 1995,
ranging up to 45% for commercial credit.
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Last year, the Bank began lowering the rates paid on government bonds from 30% to 25.5% on
short-term borrowing. Central Bank president Rodrigo Bolanos said that reductions in government
spending and the increase in tax revenues had made lowered rates possible and will tend to push
bank rates lower and ultimately help support a stronger currency that could be permitted to float
against the dollar. The effects of relatively slow growth and government austerity measures can
be seen in the ECLAC estimates of job creation and unemployment rates. During 1995, open
unemployment grew to 5.2% of the economically active population (EAP), compared with 4.2% in
1994.
Furthermore, only 30,467 new jobs were created in 1995, a steep 26% decline from the 41,153 jobs
created in 1994. For those who had jobs, average real wages in the public sector fell in 1995 by 3.8%,
compared with an increase of 1.9% during 1994. Real wages dropped slightly less in the private
sector, but the ECLAC report does not specify by how much they declined. In addition, real income
per capita dropped by 1.8% compared with 1994. The government's poverty index showed a slight
decline in the percentage of the population living below the poverty line, from 15.8% in 1994 to
14.8% in 1995.
Looking ahead to 1996, the administration's economic plan may depend heavily on working out
political compromises with the opposition Partido Unidad Social Cristiana (PUSC). The two parties
are still tied to a 1995 agreement to follow a wide-ranging austerity program, but both have internal
divisions which continue to retard the elaboration of a comprehensive program (see NotiSur,
05/25/95, 07/06/95). [Sources: Agence France-Presse, 12/07/95, 12/11/95, 12/27/95, 01/09/96; La
Nacion, 12/01/95, 12/29/95, 01/10/96; Inforpress Centroamericana (Guatemala), 01/11/96; Inter Press
Service, 12/27/95, 01/09/96, 01/18/96; Tico Times, 01/19/96, 01/26/96]
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